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INTRODUCTION BY THE EDITOR 


This statement contains a serious and careful analysis of the 
economic meaning of the so-called Townsend Plan. Its authors 
are not concerned with the broader social and political implica- 
tions of these proposals, which are in a sense akin to many 
similar ideas that have acquired a broad volume of popular 
support in recent years. 

It is essential to keep in mind the constant variations in the 
Townsend program that are presented to the general public. 
This pamphlet strives to distinguish the more or less uniform 
propaganda version from the various proposals for legislation. 
The latter are best represented by the McGroarty Bill, ap- 
proved by Dr. Townsend and introduced on April 1, 1936, al- 
though new variations are more than likely to occur as dis- 
cussion proceeds. 

The original draft of this statement was prepared by Albert 
G. Hart of the Department of Economics of the University of 
Chicago. After careful consideration by a group of economists 
at the University, the manuscript was submitted to a series of 
consultations with a number of students of public finance and 
political science, and a group of experts officially connected 
with associations in the field of public administration. The 
present version finally evolved from these round-table discus- 
sions with a constantly widening group. The twenty-two per- 
sons signing the document thereby convey their general agree- 
ment with the validity of the argument and conclusions. 

Uncritical friends of social legislation have frequently done 
their cause at least as much harm as have outspoken enemies. 
To some readers this analytical study may seem like shooting 
a big gun at a sparrow. In recent years some sparrows of this 
sort have grown to be full-size buzzards, and'it might be added 
that a good deal of the specific analysis presented here with 
reference to the Townsend Plan is’generally valid in its appli- 
cability to various other proposals,that have been widely dis- 


cussed. 
ili 


This is the twentieth of a series of Public Policy Pamphlets - 
which the University of Chicago Press is publishing. Frequent- 
ly the scholarly journals give no attention at all the problems 
that have an acute public interest, while the ordinary maga- 
zines can print little but superficial comment. The University 
might well perform a valuable service by making available to 
the public whatever special training and information it may 
have at its disposal. The continuation of such a series will, of 
course, depend upon its reception by the public. 

Perhaps it goes without saying that the authors of these 
pamphlets are individually responsible for their views and that 
they in no way involve the responsibility of the University of 
Chicago. 


Harry D. GIpEoNnsE 


February 1, 1936 


THE ECONOMIC MEANING OF THE 
TOWNSEND PLAN 


The Plan has been submitted to able statisticians and econo- 
mists, and their testimony is that it is thoroughly sound and work- 
able. [Dr. F. E. Townsend in the official pamphlet of the Town- 
send Clubs.] 

I have said to the people of America that it is time we tried a 
new experiment; an experiment which has not had the blessing of 
the so-called “economists” and is therefore dubbed “fantastic” by 
them. I say to you gentlemen that every time an economist says this 
proposal is “‘lunacy” the people react by sending additional thousands 
of letters to their representatives in Congress saying, in effect, that 
the denunciation of the economists is another reason why they insist 
that their Congressmen and Senators vote for the McGroarty bill. 
[Dr. F. E. Townsend before Congressional Committee on Ways and 
Means, February 1, 1935.] 


I. THE PLAN AND ITS PROVISIONS 


1. The Townsend Plan, or “Old-Age Revolving Pensions” 
plan, is reputed to have attracted the support of several mil- 
lions of citizens and the interest of millions more during the last 
two years. A national organization has been set up to promote 
it, and it has advocates in Congress. In the last session of 
Congress, 56 votes (against 204) were cast in the House of 
Representatives in favor of substituting for the old-age provi- 
sions of the Social Security Bill a bill to put a form of the 
Townsend Plan into force at once, introduced on April 1, 1935, 
by Representative John McGroarty, of California.t The agita- 
tion still continues on a national scale. In these circumstances, 
a serious and careful analysis of the major economic effects of 
such a plan is certainly in order; and such an analysis, based on 
facts and figures from official and other responsible sources, is 
undertaken in this pamphlet. 

2. It will be necessary in analyzing this plan to keep separate 

t This vote, on April 18, 1935, was on Representative Monaghan’s motion to 


amend the Social Security Bill (H.R. 7260) by inserting a revised version of the 
McGroarty Bill as “Title I” (Congressional Record, Vol. 79, pp. 5948-58). 


[1] 


in our minds the program which its advocates have set before 
the public and the measure (or rather measures) introduced in 
the last session of Congress. To begin with the program for 
which public support is being asked, a summary printed on the 
back of the envelopes used in the correspondence of the Town- 
send Club reads: 


THE TOWNSEND PLAN IN BRIEF 


Have the Congress enact legislation to the effect that every citi- 
zen of the United States, man or woman—6o years of age and over— 
may receive a pension of $200 per month on the following conditions: 

That they engage in no further labor, business, or profession for 
gain. 

That their income from all sources shall not exceed $2,400 per 
year. 

That they take oath to, and actually do spend, within the confines 
of the United States, the entire amount of their income within thirty 
days after receiving same. 

Have the National Government create the revolving fund by 
levying a national tax; have the rate high enough to raise the amount 
necessary to keep the Old Age Revolving Pensions Fund adequate to 
pay the monthly pensions.? 


The “national tax” proposed is a tax on all business trans- 
actions; and the official pamphlet of the Townsend clubs states 
that the plan “Will sustain itself by a 2 per cent Transactions 
Tax without other Government Aid.”3 This proposal, it is 
argued, “Will restore National Prosperity without inflation 
through the rapid and continuous and compulsory circulation 
of existing money in trade channels, sufficient in volume to 
immediately restore maximum buying power and normal con- 
sumption of every form of manufactured goods, food products 
and professional services.’’4 

3. In Congress the Townsend Plan was represented in the 
last session by two bills, of which the second was substantially 


2 The envelope from which this is quoted was mailed from the Chicago office of 
Old Age Revolving Pensions, Ltd., on January 3, 1936. 


3 The Townsend Plan, published 1935 (place and precise date not stated) by Old 
Age Revolving Pensions, Ltd., p. 5. Whenever a local Townsend Club is organized, 
a copy of this pamphlet is sent out for every member. 


‘ Ibid. 
[2] 


amended after its introduction.’ The first bill provided for pen- 
sions of $200 per month for all American citizens over sixty 
years of age who qualified by giving up their jobs (if any), to be 
financed by a tax of “2 per centum on the gross dollar value of 
each business, commercial, and/or financial transaction done 
within the United States” (wage and salary payments being 
exempted), to be paid by the person receiving payment for the 
property or services sold. 

In the second (April 1) bill, the pension proposal is put on a 
different basis, under which persons with property incomes of 
more than $2,400 per year would be ineligible and persons with 
smaller property incomes would be eligible to receive only 
enough to bring their incomes up to the level of pensions paid 
to persons without other income. More important, it is pro- 
posed that pensions (now called “‘annuities”) be paid only 
after funds are collected and only to the amount that collec- 
tions permit, but in any case “not exceeding $200 per month” 
for each annuitant. In short, this bill does not provide for pay- 
ment of a guaranteed $200 per month to each qualified elderly 
person, but merely for the setting up of a fund in which each 
would share. How much would actually be paid would depend 
upon collections from the 2 per cent transactions tax, rein- 
forced in this bill by two further taxes, namely: (1) a tax of 2 


5 See the tabular comparison of these bills with the proposals set before the public, 
below, Appendix I. 

Both bills were introduced by Representative John McGroarty, of California. 
The first (H.R. 3977, introduced January 16, 1935) was discussed at some length at 
the hearings before the House Committee on Ways and Means on the Social Security 
Act; and on this occasion Dr. Townsend and other representatives of the clubs ap- 
peared in favor of it. (Cf. the volume of Hearings on the Economic Security Act, pp. 
677 ff.) A more detailed bill, with substantial changes, was introduced as H.R. 7154 
on April 1, 1935. Between its introduction and April 17, several changes of great im- 
portance were made in the text. This second bill has since been regarded as the offi- 
cial version of the plan. Dr. Townsend, in an article in Real America (September, 
1935, Pp- 50-51, 76), says that “Specifically the second McGroarty Bill H.R. 7154 
is our reply and our bet to those Congressmen who said that we could not possibly 
get the pension costs of this plan from the tax resources of the United States..... 
We will no longer say to the old folks that we are going to guarantee them $200 a 
month from the start. We know that they may not get such an amount in the be- 
ginning, but we know equally well that it won’t be long till they do.” Despite this 
explicit statement by Dr. Townsend, however, the Townsend Weekly of December 
30, 1935 (eastern ed., Vol. I, No. 50) displays prominently on the front page a dec- 
laration that “$200 Per Month Stands. There has never been, nor will be, any com- 
promise on the $200 per month provision in the Townsend demands. All state- 


ments to the contrary are false.” 
[3] 


per cent (in addition to all existing taxes) on all inheritances 
and on gifts in excess of $500, and (2) a supplement to the 
present federal income tax, adding one-tenth to each individ- 
ual’s tax bill. Collections of taxes under this bill are to be 
monthly, beginning two months after enactment. Monthly re- 
turns and remittances of tax payments by the sellers of goods 
and services (with the exception of personal services of em- 
ployees, to be reported on by the employers) are to be made 
for each month by the tenth of the month following. These 
collections are to be accumulated, no pension payments being 
made till the beginning of the fifth month, when collections of 
the first month are to be disbursed in equal shares to qualified 
annuitants; and in each following month receipts of the fourth 
month previous are to be paid out. 


Under the April 1 bill, an elaborate definition of ‘“‘trans- 
action” is given (under which, by the way, wages and salaries 
are to be taxed like other payments). The amendments in the 
April 17 version are chiefly amplifications of this definition. 
The substance of the original definition is that a “transaction” 
is to be regarded as taking place whenever the ownership of 
goods (or of securities) changes hands, or whenever a service 
is performed for compensation. Under the amended defini- 
tion, a “transaction” will happen also when goods are trans- 
ferred between departments of a single firm which combines 
several stages of production or merchandising if the articles 
transferred are of types “ordinarily” purchased by more spe- 
cialized firms in the trade. Similarly, manufacturers assem- 
bling parts are to be taxed on “transactions” in parts made 
within the firm if other firms customarily buy the parts. 
(These provisions represent an attempt to cope with a prob- 
lem to be examined presently, namely, the fact that a tax on 
changes of ownership of goods would fall less heavily on such 
firms as chain stores, mail-order houses, and manufacturers 
making their own materials than on specialized independent 
firms.) Details as to the nature of a taxable transaction are 


[4] 


left for determination in rulings by the Treasury. The only 
other change of consequence in this version is the removal of 
the $200 upper limit to monthly pensions, leaving the rate 
entirely dependent on tax collections. 


II. MAGNITUDE OF THE PENSION PROPOSALS 


1. Advocates of the Townsend Plan estimate that some 
7,000,000 to 8,000,000 of the approximately 12,400,000 per- 
sons over sixty years of age in the United States would qualify 
for pensions (giving up their jobs if employed) ;° but if as much 
as $200 per month were actually to be paid the number might 
easily rise to 10,000,000 or more, since larger pensions would 
make it more worth while to give up working. With allowance 
for the fact that many individuals qualifying would have 
small incomes from other sources, the monthly pension roll at 
a $200 rate could certainly not be less than $1,200,000,000 and 
might approach $2,000,000,000. The figure of $1,600,000,000, 
which is used in Townsend Club calculations, would seem to 
be a conservative estimate. This would amount to about 
$20,000,000,000 every year. 

2. A picture of the size of this sum may be drawn by com- 
parison with well-known figures. Twenty billion dollars would 
be nearly three times the $6,75 3,000,000 which the President’s 
budget message indicated the federal government expects to 
spend for the fiscal year 1936-37. It would exceed by 50 per 
cent the total expenditures of federal, state, and local govern- 

6 Cf. the questions and answers on p. 30 of the official pamphlet, The Townsend 
Plan, published 1935 (place and precise date not stated) by Old Age Revolving Pen- 
sions, Ltd., where the number is put at 7,500,000. Dr. Townsend himself, at the 
Economic Security Hearings (Hearings, pp. 680-81) put the figure at 8,000,000. The 
number of potential pensioners (both absolutely and in proportion to the population) 
would rise as time went on, owing to the increasing proportion in the older age groups. 
By 1940 10.44 per cent of the population will be persons over sixty (as compared with 
8.47 per cent in 1930), and by 1950 about 12.46 per cent, according to the authorita- 
tive estimates of W. S. Thompson and P. K. Whelpton (cf. their Population Trends 
in the United States [New York, 1933], p. 107). For 1936 the corresponding figure 


would be in the neighborhood of 9.6 per cent, which, with a population of nearly 
129,000,000, gives about 12,400,000 persons over sixty, as compared with about 


10,600,000 in 1930. 


[5] 


ments in 1932.7 It would amount to just under a quarter 
(24.1 per cent) of the national income of 1929 as estimated by 
the National Bureau of Economic Research and the Depart- 
ment of Commerce,’ or to about 40 per cent of the estimated 
income for 1934.2 It would be over 40 per cent of the total 
retail sales of the country in 1929 and just short of 80 per cent 
of total retail sales in 1933.7° It would be about 73 per cent 


7 Receipts and expenditures of all American governmental bodies in 1932 were as 
follows: 
TABLE I 
Revenue Receipts AND GovERNMENTAL Cost PAYMENTS OF 


FEDERAL, STATE, AND Loca, GovERNMENTS: 1932* 
(In Mixuions or Dotzars) 


Govern- 
a mental Cost 

po tea Payments 
Federal government (1932-33)....-..-- 2,625 3,906 
PAE Eee ee Pe Ce ee | 2,208 2,506 
COUNEIES sacar Gcieoicee wees ome eae 1,314 1,412 

Cities, towns, villages, and boroughs over 

Pi Too Re nT ee ae ee ae iy SEO SC 3,222 3,450 
All other civil divisions............... 2,108 2,195 
Total itn cic vs «ersieieietaeys alates tle ere 11,477 13,469 


* Financial Statistics of State and Local Governments (Wealth, 
Public Debt, and Taxation), 1932 (Washington, 1935), p. 2. In this 
tabulation grants from one government to another are counted twice 
—once in the receipts and payments of the granting unit, a second 
time in the receipts and payments of the subordinate government. 
State and local governments reported $868,000,000 of these receipts 
(ibid., p. 9). For other points of interpretation see the source cited. 


§ Department of Commerce, National Income, 1929-32 (Washington, 1934), p- 10. 


9 If 8,000,000 people received pensions, they would make up 15 to 20 per cent of 
the whole number of persons receiving incomes (now probably in the neighborhood of 
40,000,000). It will presently be argued that the national income would fall (in terms 
of commodities) if the Townsend Plan were adopted. If the real income remained 
unchanged, and if the cost of living were unaffected, to pay a yearly total of $20,- 
000,000,000 of pensions would transfer about 35 per cent of the income of present 
income receivers to this small group. This of course implies a heavy fallin the money 
incomes after taxation of non-pensioners. If their money incomes after taxation were 
unaffected, which implies a rise by about 40 per cent in the cost of living, the pension- 
ers would have command over something between 25 per cent and 30 per cent of the 
realincome. How this would affect the consumption of individuals would, of course, 
depend on the extent to which pensioners would help their relatives. In spite of pro- 
visions in the revised bill to check donations to relatives there would, of course, be a 


great deal of this sort of thing; so that the final effect of the pensions upon income 
distribution would be largely unpredictable. 


v The census of distribution shows total retail sales in 1929 of about $49,115,- 
000,000, and in 1933 of about $25,037,000,000. Cf. Department of Commerce, 


ries of American Business, 1933, “Retail Distribution,” I (Washington, 1935), 
-I. 


[6] 


of the sum Americans spent on food and clothing at retail in 
1929 and about 128 per cent of the sum spent in this way in 
1933." Even with the improvement in business since 1933, 
total retail sales are probably still well under $40,000,000,000 
and sales of food and clothing at retail under $25 000,000,000 
per year. 

A tax on retail sales to yield $20,000,000,000 would thus 
have to be put so high (somewhere around $0 per cent) as to 
be quite intolerable.” To raise $20,000,000,000 by increasing 
the rates of tax on incomes would be even more obviously im- 
possible. The Bureau of Internal Revenue reports that the 
total incomes of the about 3,988,000 people filing returns for 
1934 (of whom over 2,000,000 proved that their incomes were 
so small as to be tax exempt) came to less than $12,500,000,- 
000.3 Even a 100 per cent income tax could thus not have 
yielded even half the sum needed to pay the Townsend pen- 
sions at $200 per month without lowering the exemptions 
allowed for personal expenses and dependents. 

3. The proposed allowances to individuals, at the rate of 
$2,400 per year, are huge in comparison to ordinary incomes. 
In the peak year, 1929, the Brookings Institution estimates 
that the average of family incomes—millionaires included— 
was about $2,800 per annum, and the average income per per- 
son only about $750. Over 21 per cent of all families are 
supposed to have had less than $1,000 per annum, over 42 per 
cent less than $1,500, over 59.5 per cent less than $2,000, and 
over 71 per cent less than $2,500 in 1929, including allowances 
for the rent saved by families living in homes they owned and 

11 Of the foregoing figures for retail sales, $27,337,000,000 in 1929 and $15,598,- 


000,000 in 1933 represent receipts of retailers selling food and clothing; and part even 
of these receipts were from sales of other sorts of goods (e.g., of furniture sold by de- 


partment stores). 


12 Tn Illinois, if pensions were paid to 500,000 persons at $200 per month (a reason- 
able estimate, since there were about 667,000 persons over sixty in 1930 and many 
more now), it would cost about $1,200,000,000 per annum. This is about 16 to 18 
times the yield of the present 3 per cent sales tax, which may serve as a measuring 


rod. 
13 Preliminary figures of Bureau of Internal Revenue, Statistics of Income for 
7934 (Washington, 1935), p. 4 


[7] 


for savings on food by farmers."4 $1,200 a year may be taken 
as a representative 1929 family income. Since 1929, of course, 
money incomes have fallen very decidedly, and are still on the 
average perhaps a third below the 1929 level.*s Thus $2,400 
per person, especially for families with more than one member 
over sixty, would be enormously above the general income 

14 The Brookings Institution estimates of the distribution of family incomes in 
1929 may be summarized as follows: 

TABLE II 


DisTRIBUTION OF INCOME AMONG FAMILIES IN THE UNITED STATES IN 1929 


Number 
: Percent-| Cumu- Total 
Income Class Of. lage of All| lative Income Percentage | Cumula- 
. Families . of Total tive 
(in Dollars) (Thou- | Fami- | Percent-| (000, Income|| | Percentage] 
Pandas liest aget Omitted) § 

WiadeniOnrerearsccs a 120 0.437, 0.437] —$ 615 — 0.797 | — 0.797 
0 to 500 1,982 7.214 7.651) + 596 + 0.773 | — 0.024 

500 to 1,000 35797 | 13.820] 21.471 2,919 3-785 | + 3-761 
1,000 to 1,500 5,754 | 20.943] 42.414 7,197 9.333 13.094 
1,500 to 2,000 4,701 17.11I|] 59.525 8,167 10.590 23.684 
2,000 to 2,500 3,204 11.662] 71.187 Vane) 9.276 32.960 
Total under 2,500..} 19,558 71.187) 71.187 $25,417 32.960 32.960 
Under'2)600.). s.a005 19,558 71.187] 71.187 $25,417 32.960 32.960 
2,500 to Ais 660 20.601] 91.788 19,299 25.025 57-985 
5,000 to 5.914] 97.702 10,820 14.031 72.016 
10,000 to 1.500| 99.202 By s22 7.161 79.177 
20,000 to Be 0.568] 99.770 4,653 6.033 85.210 
50,000 to 100,000... 39 0.142] 99.912 2,652 3.439 88.649 
100,000 to 500,000... 20 0.073} 99.985 3,664 4.751 93.400 
Above 500,000....... 4 0.015] 100.000 5,089 6. 100.000 
All families........ 27,474 | 100.000] 100.000] $77,116** 100.000 100.000 


* Leven, Moulton, and Warburton, America’s Capacity To Consume, p. 227, Table 37. 
ft Ibid., p. 228, Table 38. 


{ Computed from previous column; gives percentage of all families having not more than 
the upper limit given. 


§ Leven, Moulton, and Warburton, op. cit., p. 22 bl 
ESE Ae siete haa mabe ee ee it., p. 229, Table 39. Includes allowances for rent 


|| Ibid., p. 230, Table 4o. 


‘| Computed from previous column; shows percentage of total family income received by 
families whose incomes lie below the upper limit given. 


** This figure is less than the total income of all spending units (put at about $92,950,000,- 


000, including rent and farm produce allowances) by the $15,834,000,000 of i 
Y BrOg income estimat 
to have gone to unattached individuals. vf Se ect ed 


*s Weekly earnings of all wage-earners in 25 manufacturing industries, as reported 
by the National Industrial Conference Board, averaged about $22.05 for the first 
ten months of 1935, as compared with $28.54 for 1929 and $17.10 for 1932. This indi- 
cates money incomes in 1935 of about 77 per cent of 1929; but it should be remem- 


bered that this is for the employed only, and cov hose i i- 
eee ploy y) ers a group whose incomes were di 


[8] 


standard. In many particular parts of the country the dis- 
proportion would be even greater.*6 

4. The contrast with ordinary government old-age pensions 
here and abroad is, of course, even more striking. Practically 
all the states in the Union limit their pensions to $30 a month; 
and pensions actually paid by state governments average 
much less than this, ranging from less than $1.00 per month in 
the state of North Dakota, to over $20 a month in California, 
Maryland, Massachusetts, New York, and Pennsylvania.%7 
In 1934, moreover, only 9.7 per cent of the total number of 
persons over the age limits provided by state laws were paid 
pensions. Free old-age pensions have been provided in a num- 
mer of foreign countries, but at even lower rates than $30 a 
month. The maximum pension payable to persons over the 
age of seventy in Great Britain is $2.43 per week. The maxi- 
mum payable in the British Dominions of Australia, Canada, 

16 Data on income distribution are not available by states except in terms of aver- 
ages; but even these are suggestive. If $200 per month pension had been paid to 70 


per cent of the persons over sixty in 1929, the proportion of the pension roll to the 
total incomes citizens actually had in various states would have been as follows: 


TABLE III 
Comparisons oF HypoTHeTicALt Pension Rouis witw Actuat 1929 INcoMEs, BY STATES 


Total Percentage Pension Pension 
Income* Per Capita Jof Population Roll§ Roll as 
State (000,000 Incomet over (000,000 Percentage 
Omitted) Sixtyt Omitted) of Income 
United States...... $01,385 $ 750 8.6 $17, 602|| 19.3 
New Hampshire.... 303 652 13.3 104 34.3 
Wew York. ...s02«. 17,003 1,365 8.55 1,779 10.5 
Georgiasnccstccsce< 999 343 6.3 308 30.8 
Towa eee ear at on 1,199 485 Ti.2 465 38.8 
@altormider swcstar te = 5,997 1,085 10.1 948 15.8 


* America’s Capacity To Consume, p. 172. Differs from total of Table II by the value of 
farmers’ savings on food. 

t Ibid., p. 173. 

t Statistical Abstract, 1933, p. 38, percentages for 1930. 


§ The 1930 percentage over 60 is applied to the 1929 midyear population estimate for each 
state; and 70 per cent of the number of people are assumed pensioned at $200 per month. 


|| This amounts to only about $1,466,000,000 per month as opposed to the figure of 
$1,600,000,000 cited earlier in the text; but it applies to a date nearly seven years ago, since 
when the number of people over 60 has increased by about two million. 


17 Florence E. Parker, “Experience under State Old-Age Pension Acts in 1934,” 
Monthly Labor Review, August, 1935, p- 322. 


[9] 


and New Zealand is about $20 per month."® A somewhat 
larger number of countries abroad have provided for contribu- 
tory rather than free old-age pensions. Under these arrange- 
ments pensions paid are again very small. England, for ex- 
ample, pays a flat amount of $2.43 a week to an insured person 
between the ages of sixty-five and seventy. An equal amount 
is also payable to the wife, if over sixty-five, of the insured 
person. The payments of other European countries are gen- 
erally much smaller than those provided in England." 

The Social Security Act, passed in 1935, aims to bring 
about the payment by the states of non-contributory “old-age 
assistance” at the rate of $30 per month (divided equally be- 
tween state and federal funds) and also of contributory “fed- 
eral old-age benefits” at rates varying with the earnings of the 
person in question and the number of years he works between 
the end of 1936 and the time he becomes sixty-five.?? These 
arrangements—at a cost which is considered very burden- 
some—would give to a man who had earned an average of 
$1,500 per year for five years between 1936 and retirement 
$18.75 per month; to a man who had earned $1,500 for ten 
years or $3,000 for five years, $25 per month; to a man who 


18 Rates in these countries are as follows: 


TABLE IV 
Maximum Monrtaty Non-Contrisutory Oxtp-AcE Pensions 
PayaBLe ABROAD IN 1933* 


(Converted into American dollars at the par 
of exchange, 1933) 


Country Maximum Monthly 
Pension per Person 
ATS tHe Fiske eierusse este Mains oes Sine Sino ee 18. 
Canadacas caceiattele ctticics.o cle.s7s mero nice eI eee pore 
Denmark. 6 actor tn. sticeereeicnaeeeenee e aee e e 15.16 
Brakcer ee tn se Sane Se oe ek ce Peek ee eee 3.92 
Great! Britain ir te maeh ox bac cat eet cae nese 10.53 
New Zealand she0. it. sone obi meee oe ee ee ne 18.14 
Union. oh Sours Atricn oa veneckie cre cei nen ete eee 12.16 


*From a bulletin, Old Age Dependency (rev. ed.; New York: 
Metropolitan Life Insurance Co., 1933). 


9 Itis impracticable to attempt to compile a brief table of maximum contributory 
old-age pensions, but see Metropolitan Life Insurance Company bulletin, Ol/d-Age 
Dependency (rev. ed., 1933), Chart IX, for a detailed summary. 


_ 2° Itis left to the discretion of the state authorities to establish many of the con- 
ditions as to the payment of “assistance”; and in many cases rules will doubtless be 
established under which it is obtainable only in the absence of other income over a 


certain amount. Persons receiving the larger contributory benefits are thus likely to 
have no “assistance.” 
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had earned $3,000 or more for ten years $37.50 per month. 
(Earnings over $3,000 in any year are to be treated as earn- 
ings of $3,000.) To attain the maximum rate ($8 5 per month) 
it would be necessary to work over forty years at $3,000 per 
year or more.” Standards under previous state arrangements 
were in general lower; and in most states nothing has been 
available for individuals with any property or with incomes of 
as much as $1 a day from other sources. 

As compared with the Townsend proposal of $200 per 
month, the Social Security pensions are small. But the reason 
for this, it should be pointed out, is not in the least that any- 
body thinks larger allowances would make the people that got 
them too prosperous, but simply that the financial strain of 
larger pensions would be too great. To finance these modest 


2 The following table illustrates in some detail the scale of monthly annuities 
which would be payable under the Act: 


TABLE V 


Monrtsty Benerits Payasie To Persons RETIRING AFTER 
DECEMBER 31, 1941, BY ANNUAL EARNINGS AND 
LencTH oF SERVICE* 


AveRAGE ANNUAL EARNINGS 


DURING SERVICE 
Years or Service| Date oF 8 


AFTER oe a7, goiter 
193 MENT e 
$1,000 $1,500 pled 
a tets cl bis) ans st oeaeys 1942 £16.67 £18.75 $25.00 
Ai EE eae 1943 17.50 20.00 27.50 
erates ceca Wie 90, OR 1944 18.83 21.25 30.00 
atier erate ont ayaye 1945 19.17 22.50 32.50 
Qyisyanloele eetsiecoe.s 1946 20.00 23.75 35.00 
GN arakesrstelete wie wees 1947 20.83 25.00 37.50 
ie he are cise eve se 5t9 1952 25.00 31.25 50.00 
QOihe ikspiieed de.cs 1957 29.17 37.50 56.25 
Ce ree en pce 1967 37.50 50.00 68.75 
Pte cael Sone 1982 50.00 58.13 85 .00]| 


* Rates under Title II of Social Security Act: on aggregate wages up 
to $3,000 between December 31, 1936, and reaching the age of sixty-five, 
4 of 1 per cent monthly; on excess of the aggregate over $3,000, until the 
aggregate reaches $45,000, yy of 1 per cent monthly; on the excess over 
$45,000, #y of 1 per cent monthly; upper limit $85. 

+ No person retiring before the beginning of the year indicated can 
have more than the indicated number of years of service. 

t Persons retiring before January 1, 1942, as well as others who are 
disqualified under the Act for monthly benefits, are to be paid a lump sum 
amounting to 34 per cent of their aggregate wages between December 31, 
1936, and retirement (wages over $3,000 in any calendar year being 
counted as $3,000 in the aggregate). 

§ Earnings over $3,000 in any calendar year counted as $3,000. 


|] Maximum rate. 
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benefits, 3 per cent is to be taken out of every pay envelope 
in commerce and industry when the system is under way in 
1949, and the employer is to be taxed a further 3 per cent of 
pay-rolls (plus another 3 per cent of pay-rolls for unemploy- 
ment insurance), which he will probably have to obtain in the 
long run by reducing wages and salaries (or by refusing to 
raise them when the cost of living rises) in order to stay in 
business.” These pensions, moreover, are to be available only 
after the applicant has reached the age of sixty-five, which 
eliminates more than a third of all persons over sixty. Farm- 
ers and farmhands, domestic servants, casual laborers, sailors, 
employees of local governments, and employees of charitable 
and educational institutions are excluded from old-age bene- 
fits; though if needy these people may qualify for old-age 
assistance. 

5. These comparisons suggest that pensions of $200 a 
month for all qualified persons over sixty years of age could 
not possibly be financed except by throwing over all hope of 
preserving a sound monetary system and indulging in cur- 
rency or credit inflation to the tune of $15 ,000,000,000 or more 
per annum. (Such an inflation, incidentally, would soon cut 
down the purchasing power of a $200 pension very substan- 
tially.) Certainly an increase in the rates of present federal 
taxes (such as the income tax and the taxes on gasoline, 
cigarettes, and liquor), even if reinforced by sales taxes of the 
usual type on retailers or on manufacturers of consumption 
goods, would require such high tax rates if $20,000,000,000 
were to be raised that nobody would dare seriously to propose 
such a program. An increase of 350 per cent in the estimated 
tax yield for 1936-37 is out of the question. As to the 2 per 
cent tax on all transactions (which Dr. Townsend and his 
followers claim could perform the fiscal miracle of yielding 
this sum without a heavy burden on the public), we shall 


* During the transition period incomes of employees are to be taxed as follows 
under Section 801 of the Social Security Act: during 1937-39, 1 per cent; during 
1940-42, 13 per cent; during 1943-45, 2 per cent; during 1946-48 23 per cent; during 
1949 and later years 3 per cent. The excise tax on pay-rolls, payable by all employers 
under Section 804, is to be at the same rate. In addition the excise tax on firms em- 
ploying 8 or more people (provided in Section gor and intended to finance unemploy- 


ment insurance) is to be 1 per cent of pay-rolls in 1936, 2 per cent in 1 and r 
cent in 1938 and later years. 939s 2 P 937> 3 pe 
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shortly see that it would be very burdensome and yet would 
be quite incapable of yielding more than a small fraction of 
the amount needed to pay $200 a month. Its congressional 
advocates in the last session, it may be noted, put the level of 
pensions it could finance at $50 per month.?3 It was on ac- 
count of this skepticism as to the yield of a 2 per cent trans- 
actions tax, in fact, that the requirement that $200 per month 
be paid was dropped in the revised McGroarty Bill; for its 
supporters were unwilling to be in the position either of pro- 
posing a very much heavier tax or of backing such a radically 
inflationary policy as that of paying out $20,000,000,000 more 
per annum while raising only $4,000,000,000 more by taxation. 


III. EFFECTS OF THE PROPOSED TRANSACTIONS TAX 


1. The taxation system proposed in the McGroarty Bill, 
as we have seen, is threefold, including a 2 per cent tax on 
transactions, a 2 per cent tax on inheritances and gifts, and an 
increase of one-tenth in income taxes. The latter two would 
not yield much revenue. An increase of one-tenth in the per- 
sonal income taxes paid during 1935 (for the year 1934) would 
have amounted to less than $51,000,000; and it is estimated 
that the 2 per cent on gifts and inheritances would yield not 
much more than $25,000,000 annually. As these sums would 
make no impression on a pension roll of $20,000,000,000 a year 
(or even on one of $3,000,000,000 to $4,000,000,000), it is 
plain that the transactions tax would have to bear almost the 
entire burden; and in fact it is taken for granted on all hands 
that the other taxes would be of secondary importance.*4 On 
this tax, accordingly, our attention will be concentrated. 


23 Representative Mott, of Oregon, stated on the floor of the House on April 13, 
1935, in the course of a speech in favor of the McGroarty Bill, that the tax would 
raise about $4,000,000,000 a year and pay $50 a month to eligibles, and added that 
“For anybody to suggest or hold out that the new McGroarty Bill is going to pay 
$200 a month, or any sum nearly like that, is entirely wrong, and it certainly should 
not be done” (Congressional Record, Vol. 79, p. 5585). Mr. Mott’s estimate is founded 
on the evidence of Robert Doane (a statistician connected with American Business 
Surveys), who discussed the effects of the Townsend Plan very sympathetically at the 
Economic Security Hearings (Hearings, pp. 1100-10), and who is much cited by 
Townsend advocates. 

24 Representative Mott, e.g., said in Congress on April 16, 1935: “It is my idea 
and the idea of others that the revenue provided by the smaller taxes would be suffi- 
cient for purposes of administration. Of course, if it were not, they would have to 
go into the transactions tax” (Congressional Record, Vol. 79, p. 5800). 
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It will be argued in the succeeding paragraphs that the 
transactions tax in the first place would yield very much less 
revenue than the slogan of $200 per month implies. There is 
no ground for thinking that it could possibly produce over 
$6,000,000,000 a year in anything like present circumstances; 
and in fact a yield of over $3,000,000,000 would be surprising. 
In the second place, its administration in the form proposed 
in the McGroarty Bill will be shown to be prodigiously diffi- 
cult, if not impossible, and to involve the necessity of detailed 
supervision over millions of people. In the third place, the 
argument that the system of taxes and pensions would lead 
to a revival of business will be shown to be fallacious, and 
reasons will be advanced for believing it would have just the 
opposite effect. 

2. To begin with the question of yield, the assumption that 
a 2 per cent transactions tax would produce enough to finance 
a pension roll of $20,000,000,000 per annum is founded on an 
estimate that total transactions amounted to $1,200,000,000,- 
Ooo per annum in 1929. The figure is borrowed from an esti- 
mate of the total volume of payments made in another con- 
nection by E. A. Goldenweiser (Director of Research and 
Statistics for the Board of Governors of the Federal Reserve 
System), and based upon Federal Reserve figures for total 
“debits to individual accounts” (that is, the total face value of 
checks drawn upon the bank accounts of individuals and busi- 
ness firms) reported by the chief banks in the 141 most im- 
portant cities of the country, with a substantial allowance for 
checks drawn on other banks and for cash payments. As will 
be shown in a moment, these figures cannot fairly be inter- 
preted as reflecting the volume of such dealings as the Mc- 
Groarty Bill would tax. Transactions in the sense of the bill 
were undoubtedly very much smaller. None the less, it may 
be of interest to examine the course of total payments (esti- 


25 Mr. Glenn J. Hudson, of Oakland, California, 
of the Townsend Clubs at the Economic Security H 
on to say: “If total transactions amount to 1,200 
produce 2,400 [sic.] billions in revenue. This w 
year which would 
(For “2 


who appeared as a representative 
earings, cited this figure and went 
billions, the tax collections would 
-] bil ould create a surplus of 6 billions a 
justify a reduction from the 2 per cent tax as provided in the bill.” 
,400 billions” we are, of course, meant to read “94 billions.’’) 
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mated in this same way) over the last decade. The figures this 
gives are as in Table VI. 


TABLE VI 


EsTIMATES OF PAYMENTS BY CASH AND CHECK FROM DEBITS 
To InpivipuaL Accounts, 1926-35* 
(In billions of dollars) 


Veur New York | “Outside” Total Estimated | 2 Per Cent 

Debits Debitst Debits Payments{ | of Payments 
AS OSS or tet sae 339.1 268.9 608 .o 780.3 15.6 
Ay ee 391.6 282.3 673.9 864.9 IAS 
TOQIS Natives. « 500.2 306.2 806.4 1035.0 20m], 
QI natal mi alts 603.1 331.9 935.0 1200.0 24.0 
CRC, Bean eee 384.7 277 .3 662.0 849.6 1750 
LIGEB ig dined GAAS 6 263.9 217.5 481.4 617.8 12.4 
oe a 168.0 154.4 322.4 413.8 8.3 
9 Schr csasiui © 155.0 140.0 295.0 378.6 7.6 
LOREM ct acca y 166.0 166.0 332.0 426.1 8.5 
TOG See oho oe 184.6 190.9 375-5 481.9 9.6 


* Debits figures as reported by reporting member banks to Federal Reserve. 
t Debits in 140 chief cities outside New York. 
t Reported debits plus 28.5 per cent (the ratio of the 1929 estimate which is used as base). 


§ The Federal Reserve figure is $282.7 billion for total debits without any allowance for 
March. In March (the month of the banking crisis) all banks were closed nearly half the time 
and some for the entire month. A small addition ($12.3 billion) is made for March debits. 


|| November and December estimated from weekly figures. 

If these figures represented taxable ‘‘transactions” in the 
sense of the bill, then 2 per cent for 1935 would have been just 
enough (neglecting the other taxes and administration ex- 
penses) to pay $100 per month to each of 8,000,000 annui- 
tants. But the debits figures are known to be much larger 
than taxable transactions. To begin with, they include pay- 
ments of the following types which under the bill could not be 
taxed: payments for government securities bought; remit- 
tances between head and branch offices of business houses; 
taxes, fees, and expenditures on salaries and interest of all 
governmental bodies; checks drawn in making and repaying 
loans (of which only the interest is to be taxed). Furthermore, 
many transactions (such as purchase of real estate through 
brokers and many types of security dealings) involve separate 
payments from the buyer to the broker and from the broker to 
the seller, so that they are counted more than once in the 


debits. 
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Direct estimates based on government figures covering 
trade and manufacture indicate that the value of goods and 
services changing hands (including personal services, but not 
including transactions on commodity and stock exchanges or 
real estate dealings) amounted to $300 to $350 billions in 1929 
and $175 to $225 billions in 1934. Allowing for speculative 
transactions, which as we shall see shortly would not be car- 
ried on in very large volume if taxed at the proposed rate, the 
total can scarcely have exceeded $650 to $700 billions in 1929 
or $325 billions in 1934.76 The estimate from bank debits is 
thus at least 70 per cent too large for 1929 and 40 per cent too 
large for 1934 as regards the dollar value of transactions; and 
the exaggeration is much greater if the estimates are to serve 
as a basis for gauging possible tax yields. Our outside figure 
of $325 billions in 1934 would have shrunk to $150 billions or so 
with such a tax in force, cutting the tax yield to about $3,000,- 
000,000 (or enough to pay 7,000,000 people slightly over $35 
a month apiece, neglecting cost of administration). 

The recent experience of various European countries”? sug- 
gests that a 2 per cent tax of this kind with administratively 
unworkable features eliminated would yield far less than $3,- 
000,000,000 under present conditions in the United States. 
Thus, the yield of the French turnover tax of 2 per cent in 
1933 amounted to no more than 6,465 ,000,000 francs (about 
$250,000,000 at the then par of exchange), or about 3 per cent 
of the total private income of the French people for that 
year.”8 If French experience offers us any basis for judgment, 
it would suggest that an administratively feasible transactions 
tax of 2 per cent would produce not more than $1,500,000,000. 
This sum represents roughly 3 per cent of our present national 
income. 


3. The imposition of a transactions tax would bring about 


26 Cf. the examination of the estimates of transactions in the official pamphlet of 
the Townsend Clubs, below, Appendix II. 


27 As of January 1, 1934, five countries (Austria, France, Hungary, Rumania, and 
Soviet Russia) imposed taxes on total business turnover. Five other countries (Bel- 
gium, Germany, Italy, Luxembourg, and Poland) had turnover taxes on certain 
types of dealings. Tax Systems of the World (sth ed.; Chicago: Commerce Clearing 
House, 1934), p. 266. 


38 Tbid., p. 271. 
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two forms of shrinkage of taxable transactions. One is the 
shrinkage of production and employment which the tax would 
bring about indirectly, and which will be discussed below. 
The other is the reduction of the volume of speculative and 
other transactions (for a given volume of production) which 
the tax would bring about directly. A very large part of the 
transactions of a speculative character on the security and 
produce exchanges are carried on for a gross profit of much less 
than 2 per cent—many for { of 1 per cent. With a tax of 2 per 
cent such transactions could no longer pay. “Hedging” trans- 
actions of millers and textile firms, e.g., would become too ex- 
pensive to be worth while: it would be cheaper to accept the 
risk of market fluctuations. Investors’ rearrangements of 
their holdings, which now make up a good part of market 
dealings, would also become very expensive. This type of 
transaction would either shrink to a very small volume or else 
transfer itself to Canada. 

The transactions tax in the form proposed in the bill of 
April 1 would also lead to an effort to reduce the number of 
changes of ownership involved in the production and market- 
ing of consumption goods. A tax upon each change of owner- 
ship would mean that each elimination of such a change would 
save 2 per cent on the gross. Firms which produced their own 
supplies or marketed their products without the intervention 
of middlemen would be relatively untouched by the tax; while 
their competitors would be very severely handicapped. The 
latter would protect themselves so far as possible by consoli- 
dations and by employing wholesalers as commission mer- 
chants instead of letting them take title to goods. This would 
mean a progressive shrinkage in the value of transactions 
necessary for the same volume of production; and incident- 
ally, as we shall see later, the process of adaptation to the tax 
would ruin many businesses. 

4. The amendments to the bill between April 1 and April 17 
were largely intended to equalize the burden of the tax as 
between firms which combine several stages of manufacture 
and merchandising (like chain groceries, mail-order houses, 
and the Ford Motor Company) and their competitors who do 
not. The taxation of fictitious transactions within firms of 
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this sort would reduce the disadvantage to which competitors 
were subject, and incidentally would check the shrinkage of 
this part of the base of taxation. But the difficulties of admin- 
istration would probably be insuperable. ; 

The administrative problems of the tax and pension system 
may be seen by considering the number of returns to be han- 
dled. Table VII gives the principal items on the list. 


TABLE VII 


Noumsers or Returns or Various Sorts REQUIRED 
UNDER ReviseD McGroarty BILi 


Class of Return Probable Number 
BAITS N55 orient Ae Serre = ee ee eee 6, 300,000 
RRETML RTOTES | choke ant wits) nc tuonttsl erie, cme ae I, 500,000 
Wholesale establishmentst..................225. 165,000 
Manufacturing establishments§..............-.. 175,000 
iineda nu (UATTICS |. haoc.c aa pee me es > Someries 10,000 
MCOTIStPECUION THING GSO tes home 2 vs eee an eee 145,000 
EI OteIS T Wiroste. SAS Rs TS etc cyaue  ROREE cE er 15,000 
Independent professional menff...............-- 545,000 
Other firms in service trades{f.................. 125,000 
Real estate.agents§ Suc: bia os)-lansannion cae NE 50,000 
Banks sstockprokere: ete.|| ||..24048 can gartaneeenene 125,000 
PL FANSPOr tA tiGG Ga x. saakiy ape eed tae, ane 20,000 
Employers of domestic servants***... «<6. sues. 600 , 000 

Total requiring monthly returns............. 9,775,000 
INECUICNS DES ANNU aavie we mdee st C6 cn = pened eee 117,300,000 
Total with returns of pensioners{ff.......... 125,000,000 


* Number of farms reported to U.S. census, 1930 (Statistical Abstract, 1933, p. 542). 
t Census of American Business, 1933, “Retail Distribution,” I, A-1; figure for 1933. 


} Ibid., “Wholesale Distribution,” I, A-1; figure for 1933. Includes about 17,000 manu- 
facturers’ sales branches. 


§ Number of enterprises, 1931, as reported by census; see Statistical Abstract, 1933, p. 695. 
|| Number of enterprises in mining and quarrying, 1929; cf. ibid., p. 651. 


{ Number of active establishments in 1929 (ibid., p. 765); of these nearly 114,000 did a 
business of less than $25,000. 


** Number in 1929 (ibid., p. 758); of these about 2,000 were open 8 months or less. 
tt National Income, 1929-32, p. 141. 
tt} Ibid. Does not include barber shops and beauty parlors. 


§§ Estimated number of firms; 235,000 “agents” are reported in census of occupations, 
1930; Statistical Abstract, 1933, p. 62. 
_ | Number filing corporation income tax returns in 1930, less allowance for failed banks; 
includes brokers and real estate holding companies; cf. ibid., p. 191. 
14 Includes railways (steam and electric), water transport, aviation, bus and taxi com- 
panies, and utilities; number filing corporation income tax returns in 1930 (ibid., pp. 190-91). 
*** The number of employees in domestic service was about 1,400,000 in 1932 (National 
ome, 1920-32, D. 151); and this figure allows an average of about 2.3 servants per employer. 
ttt Assuming about 8,000,000 annual returns. 
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All these returns would have to be handled; and to check 
them would involve close supervision of every business in the 
country. In addition it would be necessary to rule on fictitious 
transactions in manufacturing and distribution, if the amend- 
ments of April 17 were adhered to; and this would require 
close analysis of the technology and marketing practices of 
every branch. Thousands of such rulings would undoubtedly 
be contested in the courts. When we consider the need of mak- 
ing sure the 7,000,000 to 10,000,000 pensioners spend their 
money on schedule, it is plain that the administrative task 
would be huge beyond all precedent, and that the government 
would have to go closely into the affairs of a large part of the 
population. The present number of personal income tax re- 
turns is about 4,000,000 per annum, together with about 
500,000 corporation income tax returns; and the number of 
taxable returns has never exceeded 6,000,000 (which it ap- 
proached in 1922). It is an open secret that most of the 
smaller income tax returns cannot be audited even as it is, and 
that the limited number that are checked cannot be verified 
till years after they are filed. To multiply the number fifty 
fold would create an insoluble administrative problem. Under 
such a system wholesale evasion by falsifying returns or by 
failing to file them would be inevitable; and such evasion 
would still further decrease the yield and increase the unfair- 
ness of the tax. 

5. The Townsend advocates argue that the system of trans- 
actions tax and pensions would rapidly build up the volume 
of transactions beyond the 1929 level by putting more money 
into active circulation. This, it is contended, would not only 
increase the yield of the tax and the rate of pensions that 
could be paid, but would also have the happy effect of restor- 
ing prosperity in a few months. j 

The April, 1935, version of the plan, however, is calculated 
in the first instance to do the exact opposite of “putting money 
into circulation”: that is, to force the Treasury to withdraw 
money (or bank deposits) from circulation and hold it idle. 
Four months’ tax collections (which would be over $3,000,- 
000,000 on the estimates of the plan’s promoters and probably 
well toward $1,000,000,000 allowing for all exaggerations) are 
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to be piled up before a penny is paid out in pensions; and after 
pension payments start, at least three months’ collections are 
always to be held in the fund. In addition to this, the firms 
paying the tax would be obliged in practice to set aside re- 
serves of cash for the purpose, so that money would in prac- 
tice go out of circulation weeks before it reached the govern- 
ment. For the first few months, then, the direct effect of the 
measures proposed would be to give the public less, not more, 
money to spend for goods. Once payments started, money 
would be put into circulation, plainly enough; but it would 
only be the money drawn out of circulation four months 
earlier. The argument that more money would be put into 
circulation by the pensions, in short, ignores the fact that they 
are to be financed by taxes; it would apply much better to the 
financing of pensions by inflation. 

6. The initial effects of the tax and pension system would 
depend very much on the interpretation business men put 
upon it. It would seem reasonable to expect its direct effect 
upon markets for consumption goods on the whole to be neu- 
tral once pension payments were under way. If the tax were 
not to be borne by a reduction in the money incomes of non- 
pensioners, it would be necessary for each business man to 
raise his selling prices enough to cover the increased prices of 
things he bought and the tax on his own sales. Other money 
incomes being undisturbed, the pensions would make more 
money available to be spent; but the higher prices that would 
have to be charged would tend to absorb it without any in- 
crease in physical sales volume.?? Or, if the tax were taken out 
of the money income of other income receivers (so that prices 


need not change), the pensions would only replace these other 
incomes on the market. 


29 The tax yield (= pensions plus costs of administration when things are running) 
may be put at about $3,000,000,000 per year. This is rather less than ro per cent of 
present retail sales. But estimates made at the Economic Security Hearings by 
Doane (cf. Hearings, p. 1103) were that the cost of living would rise by 10 to 12 per 
cent, indicating that the extra incomes would be absorbed in higher prices. These 
estimates are based on calculation and on French and German experience with turn- 
over taxes during the inflation. An examination of statistics for one or two represen- 
tative industries (not included in this pamphlet for lack of space) confirms the reason- 
ableness of the estimate that the rise would be on the order of 10 per cent, supposing 


mere) incomes (net after deducting the tax on pay-rolls, etc.) to be unaffected by 
the tax. 
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When we take into account the difficulties which would 
arise before business had adapted itself to the new state of 
things, however, there is good reason to think the indirect 
effect of the adoption of the plan would be business curtail- 
ment. This conclusion is based on two considerations: In the 
first place, the effect of the hoarding of funds during the first 
few months would be decidedly uncomfortable for the busi- 
ness community. In order to operate as profitably as before 
it would be necessary to bring down cost prices (such as wage 
rates and farm prices of agricultural raw materials) or else to 
raise selling prices. In either case, unless there were an addi- 
tional flow of incomes from the capital-goods industries, it 
would be impossible to maintain sales volume at profitable 
prices. Immediately, therefore, firms selling to consumers will 
find their markets impaired. The second consideration is that 
the improvement of consumption markets (as compared, at 
least, with the situation just after the tax was imposed) which 
would be expected to set in when pensions began to be paid 
would be hedged about with uncertainty. There would be no 
telling in advance of experience how pensioners would divide 
their money among lines of expenditure. In the face of such 
uncertainty, even firms whose selling markets might be 
helped in the end would be rash to expand their plants; and in 
any case the tax would make financing very difficult. Mean- 
while the firms hardest hit by the tax would be forced to cut 
down on all expenditures which would not greatly affect their 
ability to carry on operations through the next few months. 
With bankruptcy threatened if present conditions continued, 
and with no certainty that the eventual improvement would 
benefit him, a business man could see no sense in repairing the 
roof (e.g.), in replacing worn-out machines, or buying a new 
truck in preference to overhauling an old one—let alone put- 
ting up a new building. 

In short, the losers in the immediate and prospective shifts 
of markets would have to cut down their expenditures of this 
sort; while the more fortunate would be wise not to spend 
more till they were sure their markets would really improve. 
This state of things would mean a falling off of output in the 
construction trades, machine-tool industry, steel industry, 
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etc. Firms in these lines would have to throw men out of 
work; and this in turn would impair consumption markets. 
The effect of the tax would thus be to throw us back into deep 
depression, and we might well find ourselves in a position 
worse even than July, 1932, or March, 1933. 

7. The argument just ended has dealt with the Townsend 
Plan as a proposal for remedying the depression; and the con- 
clusion seems inescapable that it would make the depression 
worse. But it should be pointed out that the adoption of the 
scheme would have numerous other ill effects. For example, it 
would greatly reduce the yield of the federal income tax and 
of state and local taxes (especially on real estate). It would 
tend to discourage saving (though perhaps not so much as its 
proponents think, since their schemes have not been so drawn 
up as to prevent pensions from being applied to buying houses 
or even to purchasing securities); and this in turn would im- 
pede ultimate full recovery in those branches of industry 
which are still the most seriously depressed, namely, those 
producing capital goods to be bought out of savings. . As a by- 
product to encouraging wasteful expenditure of incomes, the 
plan would tend to waste part of the country’s labor power. 
To withdraw a large number of people over sixty from useful 
work would in itself be a social loss; and in addition (despite 
gestures to prevent it) we may be sure that many younger 
people would become parasites on their elders in preference to 
working. In a world of heavy unemployment this does not 
promise serious effects at once; but it would add one more to 
the list of barriers to the restoration of full employment. To 
continue such a system into a period of prosperity would thus 
involve wasting much of the nation’s labor power; while to 
drop it would lead to fresh difficulties of adjustment (though 
not so serious as those resulting from its original adoption). 


IV. SUMMARY 


1. This examination indicates that pensions of $200 per 
month are much too large to be met by any ordinary scheme 
of taxation. The scheme proposed as a substitute for ordinary 
taxes (the transactions tax) would also be incapable of yield- 
ing enough to pay any substantial part of the annuities prom- 
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ised. Even without any shrinkage of transactions below the 
present level, the tax would scarcely yield enough to pay $75 
per month to 7,000,000 persons—much less $200 to 10,000,000 
—and transactions would shrink greatly if taxed at 2 per cent. 
The notion of such large pensions financed by a 2 per cent 
transactions tax is thus altogether a delusion. 

2. While the tax would be ineffective in producing money 
to pay the pensions on the scale desired, it would constitute a 
very substantial burden, enough to exert a strong upward 
pressure on living costs and a strong downward pressure on 
farm prices and wages. Its administration would be extremely 
difficult and expensive, and would involve a tremendous 
amount of inconvenience to the millions of people and firms 
whose affairs would have to be investigated monthly. Unless 
the administration of the April 17 amendments was unusually 
successful, the tax would operate in favor of large firms as 
against small and in favor of chains as against independent 
units; and many firms would probably be wiped out. 

3. The imposition of such a tax would result in the virtual 
disappearance (or migration to Canada) of security markets 
and produce exchanges. It would entail a great change in mar- 
keting practices, with no ultimate gain to be expected from it. 
It would reduce the real incomes of urban workers and farm- 
ers. Most serious of all, by increasing business uncertainty 
and by inducing public and private hoarding, it would reduce 
employment and intensify the depression. It is our belief that 
this consideration alone should condemn the proposal in its 
present form. 

4. Even though its size were reduced far below the rate 
proposed, moreover, the transactions tax would be very objec- 
tionable. At a lower tax rate, the ponderous administrative 
body which would be needed to supervise the sales of every 
business in the country would become even more expensive 
and bothersome in proportion to the yield of the tax. Even 
aside from this, the incidence of a transactions tax would be 
neither upon those gaining from the pension scheme (like the 
taxes under the Social Security Act), upon those who have 
capacity to pay (like the income and inheritance tax), nor 
upon consumers of luxuries (like the taxes on cigarettes, gaso- 
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line, and liquor). It would fall according to an arbitrary and 
inequitable rule upon everybody who got in its way and could 
not evade it in some manner. 

5. Not only would the plan be harmful rather than helpful 
to business recovery and involve a highly inequitable and in- 
efficient form of taxation, but it would be thoroughly unsound 
as a plan of old-age pensions. The complete centralization of 
the pension administration, it is generally admitted, would be 
a blunder. If large non-contributory pensions are to be paid, 
it is insanely extravagant to pay without regard to need. If 
small pensions are to be paid, it is absurd to propose to set up 
an administration to supervise the lives of the pensioners for 
fear of supposed economic ill effects if they saved anything or 
gave too much away. To propose such an ill-advised scheme 
can do nothing but distract attention from more reasonable 
pension plans. 


Signed: 
Cart H. Cuatrers Harry A. MIL Is 
Joun H. Cover L. W. Mints 
GaRFIELD V. Cox WILLIAM F. OcBuURN 
MarsHa.t E, Dimockx James L. PALMER 
Harry D. GIpEoNsE Me tcuior Patyi 
JosEepu P. Harris Henry SCHULTZ 
ALBERT G. Harr Henry C. Simons 
CLARENCE HEER A. EUGENE STALEY 
Frep K. HoEHLer Jacos VINER 
Frank H. Knicur CHESTER W. WRIGHT 
Simeon E. LELAND T. O. YnTEMA 
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APPENDIX I 


TaBuLAR ComMPARISON OF TOWNSEND PLANS 


Column I—Propaganda 


SouRcE 
Official pamphlet of Townsend Clubs. 


PEnsIons 
Eligibility: 
General basis: 


Citizenship, age 
over sixty. 


Conditions: Pledge to drop gain- 
ful work and spend pension 
promptly. 


Exceptions to eligibility: Known 
criminals and persons with 
property incomes over $200 per 
month to be ineligible. 


Column II—H.R. 3977 


Source 
Hearings before the Committee on 
Ways and Means on H.R. 4120 
(Social Security Act), pp. 678-79. 


PENSIONS 
Eligibility: 

General basis: ‘Every citizen of 
the United States, sixty years of 
age and over, or who shall at- 
tain the age of sixty years after 
the passage of this act.” Sec. 2, 


Conditions: “That (a) the pen- 
sioner shall discontinue and re- 
frain from all gainful competi- 
tive pursuits or salaried posi- 
tions of any kind; (4) the pen- 
sioner shall covenant or agree 
that he or she will within thirty 
days of receipt of such pension 
expend all of the same....; 
(c) proof of age and citizenship 
shall be according to the law 
and procedure of the State of 
residence..... Eetyas 


“Pensioners under this Act 
shall receive no other pension 
from the United States nor from 
any State nor any political sub- 
division thereof, except all dis- 
abled war veterans... .. ” Sec. 


4(). 


Exceptions to eligibility: Inmates 
of “‘an insane asylum, eleemo- 
synary institution” or persons 
in prison. Sec. 4(c). 

Persons who have been convict- 
ed of felonies within ten years, 


Sec. 7(a). 


(Continued on page 28) 
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General basis: 


Column ITI—H.R. 7154; Introduced 


April 1, 1935, by Mr. McGroarty 


Source 
Congressional Record, Vol. 79, pp. 
§888-go. 
PENSIONS 
Eligibility: 


Same as under 


H.R. 3977. Sec. 4(a). 


Conditions: Annuitant to file re- 


turn with proper and sufficient 
proofs of age and citizenship. 
Sec. 4(4). Annuitant not to “‘en- 
gage in any gainful pursuit. ” 
Sec. 4(c). 

Annuitant “‘shall covenant and 
agree to expend, and shall 
spend, all of each month’s an- 
nuity.” Sec. 4(d). 


Exceptions to eligibility: Persons 
having “a net income of any 
kind or nature in excess of 
$2,400 per year.” 

(Provisions for ineligibility of 
criminals, insane, etc., omitted.) 
Forfeiture: “The right of any per- 
son to receive an annuity under 
this act may be suspended and/ 
or forfeited for any of the fol- 
lowing causes: 

“(a) For engaging in any gain- 
ful pursuit. 

(4) For violation of any of the 
provisions of this Act, 

“(c) For unreasonable and un- 
necessary maintenance of any 
able-bodied person in idleness 


Column IV—H.R. 7154 
(April 77 Version) 


SourcE 


Congressional Record, Vol. 79, pp. 


5888-go (additions since April 1 
shown in italics, omissions in 
brackets); cf. also the reprint on 
April 18 (Congressional Record, 


Vol. 79, pp. 5948-50). 


PENSIONS 


Eligibility: 


General basis: Same as in earlier 
drafts. 


Conditions: Asin April 1 draft, with 


the addition that annuitant’s re- 
turn under Sec. 4(4) must include 
a statement of ‘“‘any income then 
being received or due to be re- 
ceived by the applicant.” 


Exceptions to eligibility: Unchanged 


from April 1 draft except that 
figure of $2,400 is replaced by “the 
net amount of the annuity to 
which he would be otherwise en- 
titled under this act.”’ Sec. 4(e). 


Forfeiture: As in April 1 draft. 


(Continued on page 29) 
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(Column I—Continued) 


Amount of pensions: 
Basic rate: $200 per month. 


Deductions: Property income of 
less than $200 per month. 


Mode of payment: Not stated. 


Date of first payment: As soon as 
possible. 


Rule of expenditure: Within one 
month. 


Taxes Oruer Tuan Tax 
On TRANSACTIONS 


Supplement to income tax: One- 
tenth of present bill 


Inheritance and gift tax: 2 per cent 
on all but very small transfers 


TRANSACTIONS Tax 
Rate: 2 per cent 


Variation of rate: None required 


(Column II—Continued) 


Forfeiture: Persons who are con- 
victed of felonies or who do not 
fulfil conditions (a) or (4) above, 
are to forfeit their allowances. 


Amount of pensions: 


Basic rate: $200 per month. 
Sec. 2. (The bill provides that 
eligibles “‘shall be entitled to 
receive .... $200 per month.”) 


Deductions: None stated. 


Mode of payment: Pensioners are 
to be able to collect their $200 
from any bank which is a mem- 
ber of the F.D.I.C., upon pres- 
entation of proper identifica- 
tion, the banks to be reimbursed 
by the Treasury. Sec. 5. 


Date of first payment: Authoriza- 
tion for such credits to be issued 
“Gmmediately after the passage 
of this Act.” Sec. 5. 


Rule of Expenditure: “Within 30 
days of receipt.” Sec. 2. 


Taxes OTHER THAN TRANS- 
AcTiIons Tax 


None. 


TRANSACTIONS TAx 


Rate: “2 per centum on the gross 
dollar value of each business, com- 
mercial, and/or financial transac- 
tion done within the United 
States.” Sec. 3. 


Variation of rate: The President is 
empowered “‘to increase or de- 


(Continued on page 30) 
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(Column III—Continued) (Column IV—Continued) 


and/or for unreasonable and 
unnecessary employment of a 
person or persons or the pay- 
ment to any person of any sal- 
ary or wages disproportionate 
to the service rendered. 

“(d) For willful failure or refusal 
to obey any rule or regulation 
issued under this Act. 

“(e) For willful refusal by any 
annuitant to pay any just obli- 
gation.” 

(Provisions for forfeiture in case 
of crime are omitted.) 


Amount of pensions: Amount of pensions: 
Basic rate: The annuitant’s pro Basic rate: As in April 1 draft, 
rata share (but not to exceed except that upper limit of 
$200) of the fund available for $200 is struck out. 


distribution in any month, less 
deductions. Sec. 6(c) and 6(d). 

This fund is to consist of tax 
collections of the fourth month 
previous, less “all proper and 
necessary expense of adminis- 
tering this act,” plus deductions 
from the previous month’s 


fund. Sec. 6(a), 6(e), 6(f), 6(g), 


6(A). 

Deductions: “Any net income of Deductions: As in April 1 draft 
any kind or nature not arising except for omission of figure of 
from personal services of such $2,400. 


person and which in total 
amount is less than $2,400 per 
year” received by the annui- 
tant. Sec. 4(f). 
Mode of payment: Monthly Mode of payment: As in April 1 


through mechanism set up by draft. 
Administrator of Veterans’ Af- 
fairs. Sec. 5. 
Date of first payment: ‘First day Date of first payment: As in April 
of the sixth calendar month 1 draft. 


after this act takes effect.” Sec. 


6(g). 


(Continued on page 31) 
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(Column I—Continued) 


Transactions covered: 
Specifically included: sales of ma- 


terial goods, services, and secu- 
rities. 


Presumably included: Interest 
and dividend payments. 


Specifically exempted: Depositing 
at or drawing on bank; borrow- 
ing at bank or repaying loan. 

Presumably exempted: All sorts of 
government business and trans- 
actions in government securi- 
ties. 


Immediate payer of tax: Sellers of 
goods, etc. 


Returns on tax: Not specified. 


Tax to begin: Immediately. 


Payments due: Monthly at end of 
month. 


(Column II—Continued) 


crease the 2 per centum tax by not 
more than 50 per centum, when in 
his discretion he deems it advis- 
able, in order to adequately fi- 
nance the said pension roll.” 
Sec. 3. 


Meaning of “transaction”: 


Specifically included: “Aggregate 
gross sales” of “goods, com- 
modities, and commercial things 
of value.” Sec. 3, 34. 

Presumably included: Sales of se- 
curities, interest and dividend 
payments, possibly remittances. 

Specifically exempted: “‘All sala- 
ries for individual services.” 
Sec; 6; 

Presumably exempted: Transac- 
tions not taxable by the Fed- 
eral Government, such as issue 
of local government bonds. 


Immediate payer of tax: The seller 
in each case. Sec. 3. (All sellers 
are to be licensed by the Treasury, 
which may fix a fee. Sec. 3(a).) 


Returns: Under “rules and regula- 
tions to be promulgated by the 
Secretary of the Treasury.” Sec. 3. 


Tax to begin: Immediately. 


Payments due: Once each calendar 
month. 
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Rule of expenditure: “During the 
current calendar month in 
which it is received by the an- 
nuitant, or within 5 days there- 
after.” Sec. 4(d). 


Taxes OTHER THAN TRANS- 
ACTIONS TAx 


“e 


Income tax supplement: “.... in 
addition to all other taxes, a tax 
equal to one-tenth of the tax 
levied upon all incomes under the 
.... Revenue Act of 1934.” Sec. 


2(a). 


Inheritance supplement: “‘.... also, 
in addition to all other taxes, a tax 
of 2 per cent upon the fair dollar 
value of all transfers of property 


by devise, bequest..... an Oer. 
2(a). 
Gift tax supplement: “.... and 


also, in addition to all other taxes, 
a tax of 2 per cent upon the fair 
gross dollar value of every gift in 
excess of the fair value of $500.” 


Sec. 2(a). 


TRANSACTIONS TAx 


Rate: “2 per cent upon the fair gross 
dollar value of each transaction 
done within the United States and 
territories.” Sec. 2(a). 


- Variation of rate: No provision. 


(Column IV—Continued) 


Rule of expenditure: ‘During the 
current calendar month during 
which it is received by the an- 
nuitant or within 1 month there- 
after.” 


Taxes OTHER THAN TRANS- 
AcTions Tax 


_ Income tax supplement: Unchanged 


from April 1 draft. 


Inheritance supplement: Un- 
changed from April 1 draft. 


Gift tax supplement: Unchanged 
from April 1 draft. 


Exemption from gift and inherit- 
ance taxes: Transfers of federal, 
state, or local securities not 
otherwise taxable under U.S. 
laws. 


TRANSACTIONS TAX 


Rate: Unchanged from April 1 


draft. 


Variation of rate: Not included; but 
wording of Sec. 2(f), added in this 
draft, implies that the Secretary of 
the Treasury might exempt some 
transactions from tax. 
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(Column III—Continued) 


Meaning of ‘““Transaction”’: 

Specifically included: ‘‘The sale, 
barter and/or exchange of either 
or both real and personal prop- 
erty, including any right, in- 
terest, easement, or privilege 
of commercial value therein or 
related thereto;....also in- 
cluding any charges or interest, 
rent, commissions, fees, and any 
other pecuniary benefit of any 
kind directly or indirectly de- 
rived from or for any loan, de- 
posit, rental, lease, pledge, or 
any other use or forbearance of 
money or property; and also in- 
cluding the rendering or per- 
formance of any service for mon- 
etary or other commercially 
valuable consideration..... A 
Sect. 


(This plainly includes sale of 
goods, sale of securities, pay- 
ment of rent, dividends, and in- 
terest and sale of personal serv- 
ices.) 


Presumably included: 
tances. 


Remit- 


Specifically excluded: ‘‘Any loan, 
deposit, withdrawal from de- 
posit, hypothecation, or pledge 
of property or money.” Sec. 1. 


Presumably excluded: Loan re- 
payments. 


Immediate payer of tax: “Grant- 
or, vendor, lessor,.... and by 
the legal entity by whom the 
service is furnished, for each and 
every transfer of property and/ 
or.... performance of service 
.... 3 Provided, that in every 
case of compensation for per- 
sonal service other than for pro- 
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(Column IV—Continued) 


Meaning of “Transaction”: “Bar- 


ter” added to list of types of deal- 
ings in Sec. I. 


Rule included in Sec. 2 that 
“where several transactions are 
done in the course of the produc- 
tion, manufacture, distribution 
and sale of personal property .... 
all of such transactions... . shall 
be taxable whether said transac- 
tions are done... . within or un- 
der the control of a single.... 
firm ....or whether they be done 
....3by separate... . firms... 25 
the purpose of this clause being to 
prevent avoidance by larger busi- 
ness firms and combinations of 
payment of the same tax for which 
smaller or independent businesses 
would ordinarily be liable under 
this act. Sec. 2(f)(6). 

Also “Where articles are manufac- 
tured.... by the process of as- 
sembling together such component 
parts thereof as are ordinarily 
purchased from other manufac- 
turers, such for example, as auto- 
mobiles, .... the transaction tax 
herein provided shall be levied 
upon the gross dollar value of such 
component parts..... Sees 
2(f)(6). 

By Sec. 2(/)(7) retailers may not 
be regarded as agents of manufac- 
turers or wholesalers but must pay 
tax on all sales. 


Immediate payer of tax: unchanged 


from April 1 draft. 


(Column II I—Continued) 


fessional service, the person 
.... by whom such payment is 
made.... shall make the re- 
turn and payment of the tax. 
ene. ec. 25). 


Returns: Monthly, due with pay- 
ment. Sec. 2(d). 


geaxto! begin: ~All ’taxes.<. . 
levied and shall become payable 
upon all taxable transactions 
beginning .... on and after 30 
days after this act takes effect.” 
Sec. 2(c). 


Payments due: “‘Not later than 10 
days after the expiration of the 
calendar month” covered. Sec. 


2(d). 


(Column IV—Continued) 


Returns: Unchanged from April 1 
draft. 


Tax to begin: Unchanged from April 
1 draft. 


Payments due: Unchanged from 


April 1 draft. 
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APPENDIX II 


TownsEND CLuB FiGuRES ON THE YIELD 
OF THE TRANSACTIONS TAx 


The official pamphlet of the Townsend Clubs contains a set of 
figures compiled by Mr. Frank Follansbee for the Clubs. As these 
throw much light on the question how much the yield of the tax 
would be, a summary of them is included in Table VIII. 


TABLE VIII 


EsTIMATED TRANSACTIONS AND YIELD OF TRANSACTIONS TAX FOR 
SELECTED ITEMs IN 1929 AND 1934* 


(Sums in millions of dollars) 


Gross TRANSACTIONS YreLp or Tax 
Cass oF TRANSACTION 
1929 1934 1929 1934 
PA CIS GU EUS at eimeye itera © 11,941 75200 238.8 144.0 
Communicationt........ 1,362 T,125 a7 2 pie 
Constructions. s.sca- ««-- 11,630 4,440 232.6 88.8 
Electric light, etc........ 1,939 1,837 38.8 36.7 
Manufacturing§......... 69,961 36,220 2098.8 1086.6 
Mining, etc.||oensces ce 5,888 2,525 117.8 50.5 
Amusement.2.06 253.600 2,219 1,626 y he. 32.5 
Wholesale trade......... 68,950 34,627 1379.0 692.5 
Retaulitrade ss tee seats 49,115 28,548 982.39 571.0 
Transportation.......... 9,859 5,650 197.2 113.0 
Labor (wages, etc.)...... 52,7700 325900 1054.0 658.0 
Total of above...... 285,564** | 156,698 6410.9TT 3496.1 
Monthly total....... 23,797tt 13,058 534.288 291.3 
National Income: 
BEGduced renner (oreisvetrs 83,032 465830) sentir inca etnn!| cee eee 
PRIGIOUt Tene eam sce 81,136 [Oc cole PMORN NE eis oes cocoa cr oe 


* Combined from Tables I and II of Mr. Follansbee’s calculations, given in the pamphlet, 
The Townsend Plan (published 1935 [place and precise date not given] by Old Age Revolving 
Pensions, Ltd., and distributed to all members of Townsend Clubs), pp. 14-15. The 1934 figures 
are chiefly estimates; the 1929 figures are from government sources. 


t Radio omitted. In 1929 (cf. National Income, 1929-32, p. 146) this industry produced a 
total income of about $25,600,000, indicating its comparatively minor importance. It is pre- 


sumably included in the “amusement” figures in any case; though it has not been possible 
to check these at the source. 


ft Includes public works. 

§ Tax reckoned on 3 per cent basis, to allow for jobbers, etc. 

|| Includes petroleum and natural gas. 

{| Given by Mr. Follansbee as 960.2, which is less than 2 per cent of 49,115. 
** Given by Mr. Follansbee as 284,564. 

Tt Given by Mr. Follansbee as 6388.8. 

tt Given by Mr. Follansbee as 23,714. 

§§ Given by Mr. Follansbee as 532.4. 
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Mr. Follansbee appends to his figures “‘a list of items which prob- 
ably represent considerably more value than those in the above lists 
made up of: unincluded retail sales, unincluded labor, government 
employees’ salaries, service industries (laundries, hotels, domestic 
service), professional service, and taxicabs. We might add payment 
of interest and dividends and post-office receipts, which makes the 
list nearly exhaustive save for transfers of securities and real estate. 
These additional items, on the basis of official figures, would have 
been in 1929 about as given in Table IX. 


TABLE IX 


EstimaTeD TRANSACTIONS AND YIELD oF TRANSACTIONS TAx 
FOR OmiTTED ITEMS IN 1929 


(Sums in millions of dollars) 


Gross Transac- |Yield of 2 Per Cent 


Class of Transaction : : 5 
2 tions, Maximum | Tax, Maximum 


Otheretail sales*. 225... 2 6,500 130.0 
Other wholesale salesf....... Negligible Negligible 
Unincluded laborf.......... Negliglible Negligible 
Universities§ acces neees ccc. 200 4.0 
Government||.............. 1,500 Not taxable 
Service trades] ........6-.0..- 7,600 152.0 
TRC oe oe ee 200 4.0 
Raterest hit es teat aa cee: ond os 4,700 94.0 
Dividends £2), 6.6 ckece ns. 8,200 164.0 
Post-office receipts§§........ 700 14.0 
Totaliofabove.......... 29,600 562.0 


* Income produced (National Income, p. 10) was about $83,032,000,000. 
Of this, savings (America’s Capacity To Consume, pp. 258-65) account for 
about $17,782,000,000, expenditures on service trades about $8,479,000,- 
000 (National Income, p. 143), passenger fares paid to railways about 
$876,000,000, reported retail sales $49,115,000,000, and gas bills $340,000,- 
000. Since electricity bills, house rent, etc., are also in part deductible, this 
is an outside figure. 

¢ The wholesale census, on which Mr. Follansbee’s figures are based, 

is believed to cover all wholesale business except sales by manufacturers 
from their factories (covered by Mr. Follansbee’s figure for “‘manufactur- 
ing”) and such unimportant classes as wholesale peddlers. Cf. Census of 
American Business, 1933 (Washington, 1935), “Wholesale Distribution,” 
I, 2-5. 

t The figures in National Income (pp. 27-33) cover almost all the 
8,800,000 persons reported as “gainful workers” in the 1930 census (cf. 
tatistical Abstract, p. 55). The National Income figure is 44,200,000, of 

whom about 35,200,000 were employees; but this is reckoned on a full- 
time equivalent. Allowing for the unemployed (counted as gainful workers 
in 1930), for part-time work, and for a slight growth in the number of 
people of working age, there is very little margin. Mr. Follansbee’s wages 
figures appear to be from this source. 

§ Salaries are included in “labor income”; this is an outside figure for 


tuition, etc. 
(Footnotes continued on page 30) 
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These figures plainly do not support Mr. Follansbee’s assertion 
that these groups aggregate as much as those in his table. It remains 
to account for securities, etc. The New York Stock Exchange re- 
ports dealings as shown in Table X. 


TABLE X 


DEALINGS ON THE NEw York STOCK 
ExcHANGE, 1926-35* 


(In millions of dollars) 


cat Total Value of 

All Contracts 
DG26 £5 oe of ag vypte esters 42,368 
1926 c,.4.0 ni in ea eeeersags 47962 
POQTS tereeinwe eae elena 59,814 
ROWS sewabecot eee er ees 97,485 
LQG) seer ne Dae ech sree 123,312 
DG3Os ciais, aves se esi lanas 70, 563 
LOQT icc ioe cee eee 43,182 
EQ39s voicra mmysolern sewers a 23,679 
1Q39i oo cowntmdaaer se see 925407 
T9394) qos stews ockere hele 22,927 
1 G3'ST Jct epaticiostte peas 25,000 


* New York Stock Exchange Bulletin, VI, 
No. 11 (November, 1935), 18. 


t Estimated. Figure for first ten months 
$20,006,000,000. 


A recent press release of the Securities and Exchanges Commission 
stated that they estimated dealings on the New York Stock Exchange 
as about equal to dealings on all other exchanges plus over-the-coun- 
ter transactions, which would place total dealings in stocks and 
bonds at about $250,000,000,000 in 1929 and about $50,000,000,000 


in 1935. As the McGroarty Bill proposes to tax only the equity 
value of real estate transferred subject to mortgage, an allowance of 


|| Interest payments (non-taxable). Salaries included in labor income. 

{ Figure for “income paid out” (National Income, p. 143) with amuse- 
ments omitted. Since expenditures for materials, etc., are insignificant in 
this field, this may serve as a rough estimate of sales. This group includes 
professional service, laundries, hotels, and domestic service. 

** Admittedly a sheer guess; labor income should include taximen’s 


wages and consumption expenditure taxi fares, so that there certainly is no 
great residue. 


tt National Income, p. 38; government interest payments deducted 
to avoid double counting. 


tt National Income, p. 37. This includes dividends paid by one com- 
pear? peotber as well as the dividends (about $5,964,000,000) reaching 
individuals. 


§§ Gross revenues, Statistical Abstract, ro 33, Pp. 308. 
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$50,000,000,000 in 1929 and $25,000,000,000 in 1935 would be ample. 
Complete figures on commodity speculation are unobtainable; but 
a study of the bulletins of the Grain Futures Administration shows 
that the total futures transactions in wheat, corn, oats, and rye (the 
only important speculative grains) on all markets in 1935 totaled 
less than $10,700,000,000.t Even with ample allowances for cotton, 
rubber, silk, etc., it is hard to believe the total can have exceeded 
$25,000,000,000 in recent years or $50,000,000,000 in 1929. Taking 
all transactions together, then, we may set $700,000,000,000 for 1929 
and $300,000,000,000 for 1934 or 1935 as outside figures. With these 
additions, the tax yield on the 1929 transactions could not have been 
over $14,000,000,000 and that on the 1935 transactions not over 
$6,000,000,000 if a 2 per cent tax had been applied. 

A few corrections in the opposite direction are also needed. In 
the first place, the transactions among jobbers, etc., on account of 
which the yield from “‘manufactures” was estimated on a 3 per cent 
basis, are included in wholesale trade; so that the estimate for tax 
yield on manufactures should be reduced by one third, or $699,600,- 
ooo. In the second place, “‘wholesale trade’’ includes sales by manu- 
facturers’ sales branches of $16,336,000,000 and sales by agents and 
brokers who do not take title to goods of about $14,257,000,000.? 
Nearly half the reported “‘wholesale’’ dealings thus duplicate figures 
reported for manufacturers’ sales; and this reduces the estimated 
yield by a further $611,900,000. Finally, wages, salaries, and pen- 
sions of state and local governments, amounting to some $3,119,- 
000,000 in 19293 are not taxable by the federal government. This 
means a deduction of about $62,400,000. The sum of these deduc- 
tions is $1,373,900,000, leaving only about $12,625,000,000 of the 
outside figure given for 1929. Of this total, moreover, half is reck- 
oned on transactions in securities and commodity futures, which 
would have dried up if such a tax had been levied, not to mention 
the effect of the tax’on the production and “orderly marketing” of 
commodities. 

t Taking the monthly figures of the Grain Futures Administration (Trade in Grain 
Futures, 1935, Vol. V, Nos. 1-12 [published by the U.S. Department of Agriculture]) 
for sales in all futures at all markets and multiplying by the highest price quoted at 
Chicago during the month (which gives an outside figure), we find the total sales 
value of wheat futures less than $8,330,05 5,000, that of corn futures less than $1,915,- 
413,000, that of oats futures less than $267,275 ,000, and that of rye futures less than 
$192,566,000. 

2 Census of American Business, 1933, “Wholesale Distribution,” I, A-1. 


3 National Income, p. 129. 
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